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An historical^nalysia of state subveationa for local school dis- 
tricts revealijr dlnost? universal support for current operating expenses 
but a nfi^ect or non-sharing stance with respect to capital outlay and 
l/rfebtednes8 expenditures. The most persistent rationale for the 
exclusion of capital outlay and indebtedness expenditures from state 
support programs has been that such expenditures fluctuate in accord- 
ance with local preferences .and deic^nds; therefore, the argument con- 
tinues, the state shoulfl not use its tax dollars to support locally 
preferred expensive buildings and^ ec ulpment . Capital outlay expendi- 
tures, except perhaps for replscerier.ts, has been and continues to be 
ignored in the state support foi'nulae of many states to date. 

It is doubtful whether the exclusion of capital outlay from state 

^"^ ^ ^ f 

subventions to local school districts could stand the constitutional or 
•» 

statutory test in state courts. Under a rigorous test of equal ^uca- 

t 

tional opportunity and/or fiscal neutrality, states without provisions 
for supporting capital outlay expenditures likely would be found Vn 
violation, particularly since there are alternative approaches^for 



treating capital outlay expenditures which 'Will satisfy the"leg:al 




quetftlon 



ion that argumen m fi^r ejeelu^ing" "omytTL fc OflS for 



capital outlay are archaic, and «that recentv legal principles also may 

*A paper* prepared for and under the auspices of the Institute for 
Educational Finance, Gainesville, Fldrida. 
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apply to capital outlay, have prompted a number of i^tates to oiake >. . 
provlslona for capital outlay In their aid programs In recent^yeart. 

If atatea pay more than token attention to the problem, equalt^^ 

of cducatiooal opportunity requires that they provide each child equal 

. _ ...... 

access to an educational program designed to meet the child's needs. 



Special and vocational education programs are not except^lons to this 

principle. That these two particular types of educational programs 

<■ 

happen to require more capital investment than most' regular education 
programs, does not imply that the state ignore such costs. It is 
assumed in this paper that there is a certain segment* of the K*12 student 
population which needs and can profit from vocational programs, and 
therefore, such programs are nacessary in the public schools. 

This paper is a discussion of alternative state approaches to 
aiding and costing capital outlay programs, particularly equipment 
purchases for vccational prog-ra-;, ci trie share equipment costs is 
of total costs tends to be hl;;he- C.^r vcc^tionsl programs. The paper 
will Include a discussion of tuzh topics as the magnitude of capital 
outlay expenditures, current rLate practices, theoretical and practical 
aspfects of a.ltera=?tive st^te fu'idir.^ approaches, and in particular, a 
discussion of the effects of ipcl^ulng equipment depreciation costs in 
program cost differentials. , 

The >iagnitiMe of Capital Outlay 
and Equiytcont 2xpevdttures 

Capital outlay expenditures in th^ public schools vary consider- 
ably among school districts and states. School Management reported 
that capital outlay expenditures in its 1973-74 aurvey of a sample 
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of school districts averaged $46.53 per pupll>ln average dally 

• ' ^ * 

attendance or appr'^xl "lately 4,^6 n^rrpnt- nf npt! r-urrent expenditures 



It haslbeen estimated that, approximately lO-lS parent of capital 



outlay .ftOtl:a.. ^e.^ r^.:eqalpffleat, wi th. t4 ie balaiWi&.^oi^ig Jfe^ JJie gur-— 

cHase^ofTtransportatlon vehicles (2 percent), facilities (68-78 per- 

cent), and land (10-15 percent), with the variation depending on the 

level of education, ty|>^ of program and local prices., Approximately 

4.9 billion dollars was spent for capital outlay programs Id the pub 

2 

11c schools In 1973-74, up 12 percent over5Ll972-73. The^p^bfem 

wldh. these data is that Inconsistent reporting and non-standardized 

accounting procedures may result la inaccuracies, depending on how 

capital outlay Is defined. Are exvefiditures for new buildings, 

I 

renovations, remodeling, nev ecjuipruent, equipment replacements and 
jepalr Included in the calcul:?t:ion of capital outlay? Not likely, 
yet all of the above result 1-: unci I. ions -to or alterations in the 
fixed assets of a school distinct. 

Another aspect of identlfjiag i:apital outlay costs is related 
to the fact that many school districts choose to finance their 
capital acquisitions over the Ic^ng term while others purchase fixed 
assets with current revenue. As these tvQ approaches result in 
different expenditure report/ng and accounting procedures, it tends 
to blur the capital outlay burden picture* Still another ^ffi- 
culty is that program accounting is virtually non-existent in most 
school districts, therefore, stanJa^rd .acccuntipg procedures • 
facility and equipment expenditures by program needs to be insti^te 
before ^ more accurate picture of such cos^ts can be obtained* A 



^ \ * report of th^ study of South Dakota's flnaociog arrangements said 

^-Ttl^H^'V. ' ' ~ " ' 1 



I 

V 



"Uftle s s aore dctatlad e xpan d tturs s a n d st a ffin g Informs- 



tlon art collected systematically on a program by program 

^3*511^,^11: will ¥e^ dl^ftcul -fundings- " - 

Xor special educational programs which wHl 'meet the ^ 
varying nee^ds of pupils who attend the public schools. , 

McClure and Pence, in their study of early childhood and 
elementary and secondary education, shed some light on Capital out- 
lay costs. They estimated the annual depreciation costs (assuming 
a 35 year expected life) for fixed .assets at $140/pupll/year at 

1969 ptlces, which was 16.4 percent of average current expenditures 

4 ' 
in grades 1-12. \ FfcClure and Pence found that the average percent- 
age of total curren^^xpendltures allocated to yvocatlonal-technlcal 
programs was 1.7 percent tor cities, 1.1 perceht for, suburbs and . 2.0 
to 3,6 percent for independent districts. 

Keene assumed a ten year depreciation schedule for all occupa- 
tional equipment used IrHFlorida comraunity juaior colleges,* which 
added. 17. 6 percent to the cost of occupational prpgrams compared to 

a general liberal arts, curriculum. Fowler found" the additional 

* 
I* 

expense for post-sl^ohdary occupational programs varied substantially 
among schools and programs when equipment amortization schedules 
were applied. Nursing program coots ranged from 2 to 9 percent 
above regular program operating costs; electronic programs from 8 . 
to 19 percent above; data processing from 6 to 22 perci^nt above; and 
auto mechanics from 5 to 20 percent above regular operating CMts'^ 
Fowler found that the additional cost range was a function of whether 
equipment was donated, purchased, leased or obtained from surplus^ 
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property. Another vagary which caused f luctuattoix*^ In the addttlonal 

« 

costs of datm processing programs wo whether data processing equip- 



ment was used for teaching and record keeping* 



Provlalons Tof^tate ^tiaflng^n - " 

Capital Outlay Expenditures 

The approaches used by states to share in the capital outlay, 
cosjis of school districts are as varied as the number of states 

.which sh«re in such costs. Califojrnla includes capital 9utlay costs 

^ . ' / ' 7 • 

for vocational programsSin its determination of state support. 

Colorado includes the costs o'f purchasing, leasing or rental of in- 
structional equipment (including vocational equipment), and repairs 
and maintenance of instructional equipment in its state iiupport pro- 

gram. Illinois provides for the excess cost of construction and 

10^ 

equip9ient» including vocalfcional education programs. Michigan 

> 4 

Includes maintenance, .repair ^and initial purchase costs of vocational 
instructional equipment in its state -support program, Ohio s - 
support plan includes provisions for co^s on equi pment (vocational 
and laboratory). Vocational and "laboratory, equipment areVamorti zed 

over a . specified period of time so ^s not t^rellect an unusually 

7 v/ ' 12 * 

,hi^ expenditure for a pjarticulaT prog^ram. Tennesfee includes the 



costs' of mipor equipment, in calculating total vocational^.education 
« * 

13 - ' 



costs. 



Texas allows costs up to 10. percent of the replacement value * 

' ' 14 

of equipment and 7 percent of the replacement value of facilities. 

Otah includes total ♦expenditures for both new and replacement equip- 

aant in its state support program."^^ Maryla'nd initiated full state 



16 

funding capital outlay expenditures in L971. Action taken 
by the Wisconsin Eeglslature In 1973 allm'7s> for the first time In 



that state's history, up to $100 per pupil^o average, dally tnembcrshipr . 

for cijrrent capital* outlay ancL lodebtj»daejS,s_e3Cpet^^ included 

17 ' 

in its cost sharing program with local school districts. 

* 

A study in" 1968-69 i:eported that 25 of 50 states allocated funds 

for either construction and/or debt service, 3 of 25 states shared in * 

• • « 

capital outlay expenditures in excess of the 50 percent level, while 

1 

9 of the 25 suppor(;ed such progranis at less than the 25 percent level. 



Vpcatlonal Education Program Cost Differentials 

Cost -differential studies of vocational education -programs have 

resulted in reports of varying excess costs which may be attributed 

19 

to vocational- programs as coirpsred \,o regular education programs. 
Secondary vockticnal program co-^t differentials reported in a Florida 
study ranged from 1.52 f or, dx-^tributive edrxatlcn programs to 2.91 for 
technical education programs. Cost differentials for secondary 



vocational program^^ar^dd from 1.3S *f or business educattoft prdgrams 

to 2.13 for agricultural prpgfams in Kentucky. The following* 

ranges of^ reasonable cost^ jalfferentials for selected vocational educa- 

22 

tion Tprograms have been reported^. 

Grades 3-8 ' l.PO 

^ Business Education . 1.40 - 1.80 

Distributive Education 1.40 - 1.50 ^ 

Trades .and Industries 1 . 50 - ? ' 90 — v — 



" Health Occupations 1.40-2.70 

Agriculture ' * 1.60-2.60 

Home Economics v * 1.40-1.70 

< 



\ 



A recent study of cost differentials for Florida vocational ^ 



programa included oftly net current expenditures (excl vdl ng capitaT 



outlay^ debt service, food services and transportation but includ* 

23 

^,lng, rentfftrand -replacfiinent.70.f ^e4uipme.ntir_^T 



/ 



factors that contributed most significantly to co^t dt|fferentlala 



\\ ' -8 ' . ^ ... 



Ing records for fixed assets in Florida preclxkd^d treatment of capital 
outlay depreciation and since there are separate provisions for capital 
outlay financing in Florida, these costs were excluded from cost 
differentials. The study sampled 24 counties and over 400 vocational- 
« technical course^. The unweighted means approach resulted in a range ^ 
of cost dif|erentials from 1.09 for Category VI vocational education 
courses to 1.97 lEor Category I courses. * 

It has been assumed until recent studies that unless there Is 
evidence to the contrary, many coots (mostly indirect costs) may be* 
applied equally to all programs regardless of the unique charkcter* 
istlcs of special programs. NEFP Special Study No. Two on Exceptional 
Children program* created general capital outlay and debt service as 

\ '-• - ^1 • 

a constant over all program, thu^, such costs were the same for 

\ 24 - 

ref^ular and special education programs. However, the study did 

V ' ' . / * ^ . 

\ attespt to allocate specif equipment and special construction costs 

to specific programs. The problem was tha^ . school districts illd. 

..not keep adequate records on fecial equipment costs an^ tended not 

to report them. This procedure likely overestimated the ba<ii^;^pst 

; of regular education programs and underestimated certain s|^cial edu* 

« cation program cbsts th/t tended to be facility aod equlp^tit inten* 

'sIvIb, i.e., programs for the deaf. Bentley found that ^ne ictf the v ^ 



of special education programs* was txpen^^ltures "^or instructlonaV supplies 

25 ' » . ' ' 
and equipment. . , „ „ . 



Reasons for Hon-Support , /_ 



and Arguaents Favoring \ 

-S.tat^t^„Supp.ot.t.jof-jCaplt^^ ^n. 



An ideal educational progjram structure would be one that lects 
discrete program delivtry systems,^ yet not so detailed as to be 
costly and utHmanageable. There Is little 'dou^t that the quality 
of facilities and equipment available to support education affects 
the quality of education offered to the child. The absence or laclc 
of appropriate instructional equij^ment in vocational programs,, for 
exaaple, may actually have pernicious effects and be a negative «cos't 
to spciety which night not t^^ist 1¥ the vocational program ware mn- • 
e^iatMt. Ittraining or unlearning of tinappropriate skills may ba 
aacassary if the student has been inculcated with outdated skills^r 
tralMd on inadequate squi^nent. 

Wntttobavger suggested that sound characteristics for a tC^ng 

st«ta and local partnership will Include.adeauate provisions for 

capital outlay and local, access to borrowing funds for capital outlty* 

Ilia f^llQWlng have baan suggested as reasons for the'' s/arsity %f 

eafital outlay' expenditure data on spacific educational programs. 

1« Netho<ls of acquiring equipment for InstnictlOMl ^ 
purposes Is varied and accounted for lin different 
ways, Equipment may be rented or leafsed which 
is generally reported as a current expense. On 
the other hmpi^ purchased^equipment is treated as 
capital outlay and may or may not be included ^In the 
cafculatibn of the cost differential » Varied 
practices such as the above tend to distort the 
cost differential, therefore, the tendenfey^ls to ^ 
ignore fuch essts or spread equipment <?vsts over 
.all programi» which hat' the effect of. understating 
the cost dltfarentlal. 
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Local schooT districts in most statesvhave not been 
required' to keep .up*to-date records orLequipmenTt 
^==r-T^ex ^pt io^ r ^ome-^igedere^^^^ogra ms) > TR ere— l-s-nii^ 



profit and loss account in g in public schools, nor 




is * the r e an y tax acceuntlng necessary as in the 
private sec tor^ ' ^ 



V 



3* Fixed asset accounting for th^ purpose of establishing 
insurance values does hpt result in the i^ame asset 
values needed in depreciation schedules, therefore! 
most records of this nature are iaappropr:f.ate for 
, assigning capital asset costs to programs* 

4. The Inability to establish a value on used equipment, 
donated equipment or equipment purchased act, surplus 
has dlstouraged school districts- from making an effort 
to establish yearly d^preciation^costs. 

5. There is^ dlsagreeioent among experts as to appropriate 
depreciation schedules for instructional equipment. 
Establishing depreciation schedules for eafch program 

' "and each piece of equipment is an expensive and time 

consuming task. 

6. Apportioning indirect and direct costs related 
tp equipment acquisitions has not been necessary 
heretofore, as the emphasis on program costs, ^ 

* cost-benefit analysis, and cost-effectiveness 

studies did noC exist. , • ^ 

Arguments for 'the proper accountlng^of capital are extended i 

here to reveal more recent thinking o^ the subject. Those p'ropon^ts 

of the state support of capital outlay' costs and accounting for 

such c6sts by program^ would propose the following;: 

1. Unless capital outlay program costs are treated 

^ separately in state support programs, it Is neq^ 
essary to include such costs in educational pro* 
gram cost ^^ferentials as a part of general 
state subye/tions. * Otherwise, local school dis- 
tricts* mus^ assume .the entire burden of capital ' 
outlay posts and support of facility and equipment 
' Investments becomes Sx function of \ocal preferences ^ 
and local ability to jiay, which violates the ' 
principle of fiscal neutrality. . 

2. Research tn cost-bejief it and cost-effectiveness 
* necessitates the establisKMnt of true costcyfor 

each program. Program cost accounting whichJUij:: 
eludes the appropriate assignment of. 




•10- 



by program is critical to the ittaicwent of accur- 
ate _benefi^_aa^L.£ffecJJ^ 



3. Local school distrlcti programs are often supported 



by private and governmfental grants. Fixed asset 
-accounting is necessary for^allocating dtrect and-^ 
Indirect costs to programs and for computing over- 
head rates for grants. Furthermore, failure to 
consider some form of depreciation or capital out- 
lay costs as part of a service rendered will pro- 
duce an underestimated figure in comparison to the 
costs of similat services provided by the private 
sector under contractual arrangements. 

The argument tbat equipment depreciation schedules 
cannot readily be established for educational equip- 
ment is ignoring the fact that private busirjess has 
done it with some spccess. 

The physical environment and learning conditions in 
education are most important next to qualified per- 
sonnel. Failure to consider adequate facilities and 
eJjuipment in state support plans and failure to 
account for these costs leaves these conditions to 
the vagaries of local demand and local ability to pay. 
Learning environments cannot be left entirely to 
inconsistent local preferences. 
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J Alternative S^tate Support Provisionr 

For Local Equipment Expenditures" 

The purpose here is to discuss **alternative arrangements by . 
which states can support local dbq>enditures for capital outlay. 
Although the discussion will cente^ on equipment assets, (much of the 
discussion may be applied to facility* improvements or a^<iuisit;ions. 
Whether a state has full state funding, power .'jeijualiJKing grants, 
equalization grants (weighted or unweighted), or jL^ttaranteed , ' ' 
valuation 'support program, it v:!^xst^\i)x^^e\y decide on the basis * 
by which It will support capj^talout lay or equipment costs. Even 
state assumption of local education costs implies accounting 
far" equipment expenditures— perhaps with depreciation schedules. 



11 
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"Fandtng^Approved Programs ' — 



dtng-af-nap|>r0V€<I-progr«ii»-woul4-«e^^ 



A- 



-folrlowt ng-ltnpttcti ttoas - ^nd- cgaseq u enceg^ 



/ 



1. Establishment and approval of local programs suggests 
that a working partnership and agreement exists between 
the state and local districts. 

2. Approval of programs and program costs requires that a 
specified state authority or agency must diake judgments 

' regarding: 

a« Ihe establishment of a program, ^ 

b. Appropriate staff-pupil ratios (a range), space needs, 
equipment needs, and pupil ^contact hours « 

3« Basing state support on apprpved progr^^ms Implies that the 
local district roust: 

a. Establish the need for the program. 

. • . * * 

b. Fbrmulate and pt;/esent a plan for meeting facllltjr 
and equipment needs. ' 

c. JStiiarantee and Justify the ability of the local unit 
to conduct the program. ^ ' . * 




"4. One procedure a designated state authority can. use is 
*^ to -study the best programs in the state, using the results 

as a basis for establishing state program standards. Such 
a procedure would suggest: 

a. The need for a panel of experts .to identify ^Uperior 
' programs? • • 

b. Ati intensive research^^ifeprt to Identify the appro- v 

• priate mix of resources^or each program, Ue;, space, 
.\^ataffing, equipment, -objectives, contact hours, etc. 



. 5. The identification' of a standard ^ost per program (stable 

V# ffom.year to >;ear) would not be advisable, as staffing,: 

^ r facility^ and 'equipment prices fluctuate, among and within 

^ * ^"'^ . : \ 8%ates\ ''In addition, some states (including Florida) 

* . ' > ; buUd- ,regtongX price variations/into the post differen- 

. . tials jii aid formulae, * ' ^ ^ ^ 

* • * 0 Using the approved program approach wdiiTd erode local 

• decision making and might discourage innovative or unusual 
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programs, unless exceptions are specificaliy provided for 
in state legislation and/or poHcies* Provisions for • 
local add-ons should be allov^ on the basis of local 
proposals that relate need and jus^tifldation. 

The approved progr^ systea 'should provide for ;both 
emergency and long-range needs* / 

8. The approved program concept is likely to be more cocqplex, 
require additional bureaucracy, and require higher state 
adainis^rafive costs than the open-eoded program approach. 
Op the other hand, the approved program concept shouW 
mean a mor^ uniform system of local programs, less v^te and 
inefficiency, a more viable means of evaluating and assess* 
ing local programs and a more uniform system of- generating 
and gathering lotaX coat data. Whether «the benefits 
derived are greater than the assumed costs of this system 
was not assessed empirically for this* discussion. A cost- 
< benefit study of the approved program concept should help 
ansver this question. 



Funding Open-Ended. Programs * 

The approach for funding open-ended local programs suggests 
that local districts would be permitted to offer. and finance any 

» 

program deemed necessary and report costs to the stated Ftsnding ^ 
open-^nded programs might have the following characteristics and . 
'Consequences. 

1^ Local preferences and decisions (local control) would be# 
^ deemed more ^desirable than state instituted program 

standards and guidelines from a purely local perspective. 

2. State support of local programs migKt be wasting dollars 
on a duplication of programs 'and facilities, inefficient 
programs, or excessive local preferences.: 

3. This support? system ^ould not need the research or studies 
required to set^^ogram stewards and would avoid the ^ 
administrative coits necessary to assess and approve local 

programs . 

f ■» 

4. The ability of local units to make lotig-range program 
and budget plans would seem to be enhaiiced if there is 
an absence of state enforced standarjy and guidel4.nes. ^ 

* » * * 

13 
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5. Funding open-ended local programs could cause^^ome 
distortions in educational programs which might be •"^c>^ 
inconsistent with personnel needs in^ the stated fgv 

, exaicple> the continued training of auto mechanics may. 

be contrary to the state or local need for this Aill. 

6. Ibis approach is likely to be less complex, require 
less state personnel and less state administrative 
costs than the^approved program system. 

Funding Yearly or Depreciated 
Equipment Costs 

There are advantages and disadvantages of the two primary 
alternatives for accounting for and^ reporting equipment costs: the 
fiscal yeajr, oi£e*tlme charge for equipment costs and the depreciation 
schedule approach for spreading equipment costs over several y^JflH 



-Yearly Charge Approach v 

i 

Following, are a few of the characteri^tici^ and consequences of 
implementing the yearly charge approach to accounting for and report- 
ing local equipment costs. . ^ ' ^ 

1. Initial equipment expenditures for new programs will 
be hi^ and may be overly burdensome if local <lis« 
tricts must finance a large share of thes^^ expenditures. 

2. TW Staters share of equipment and program<-^osts should 

* be moderately stable except for jLnf lation and/or unusual 
local demand for^||^ prograxss as a result of unantici* « 
^ pated needs,» i.e., new technology, elspanding indiistrlal 
tfase. The assumption is that unusual local demand and 
need will be randomly distributed over the yeaps and 
will not affect the t6tal state share of costs <over the 
long term) whether the yearly charge or depreciation 
— sch^ule approach is used. 

^ 3. The one-time costing approach will avoid the myriad 

problems associated with keeping extensive records on 
« equipment, l.e*, depreciation schedules, {Purchase costs, 

repair§-and maintenance to equipment; * eat ipa ting service 
life of equipment and^ judgements ^on «obsolesci^nce and 
Salvage val^ie* ^ ' ^ ' ^ 



Local school dlstrldts may opc for the purctiasa of new 
equipflheat i»ore of^en tl^^srH^essary vlth^the knowledge 
that th« state will* share firlly or wbstaotially In ^ 
•uchf'costs* This assuoes the absence of states enforced 
standards regarding e4ulpflient purchases and rcfplacement 
schedules « 



Sr if cost differentials for local programs are based on 
studies of a disproportionate nunber oi new programs, 
the effect will be to overestimate the cost differential 
beaause of high initial equipment cbsts. On' the other 
hand, studies of a disproportiotiate number of established 
programs, which ilready have incurred substantial equip- 
ment costs, will tend to. underestimate. cost differentials 
If depreciation schedules for equipment are not us^^ 
(assuming a cross sectional study based on expendlS|:ures 
for a single fiscal year). 

Depreciation S^edule Approach \ 

Depreciation is generally defined *as a loss in the value or 
service life of a fixed asset because "of wear and tear through use, 
elapse of time, inadequacy or obsolescence. Proponents suggest that 
educational Instttutloas ought— to*be using depreciation schedules to 
properly charge, equipufeit ^cpenditures to programs in order to obtain 
the true cost of educatlooar ^vrograms anil services. Present account- 
tog methods in most school district^ include equipment expenditures 
in the broad budget category of capital outlay, which Is considered 
an indirect cost- that is normally spread over -all programs. ' Pro- 
ponents of depreciation 3'chedules argue that there. varehfaany lndij|^t 

costs, including, equlprnent cpsts, which feasibly can be aclde4 dfcTMtly 
« 

to'ttie costs of identifiable educational programs (IncliMing vocational 
•programs) * 

The General In?4tltttce of , Certified Public Accountants, in Its 
1974- pub llca^tlpn 'Audits p\ Local and State Governmental Units, 
took actlpn to suggest. that school systems Include depreciation as 



a formal part^of ti\elr accouatiAg structure. Ibis need arises la 

'particular as a result of depreciatioa being a part Of indirect 

s f 

costs for computing overhead" charges for federal, state and private 
27 

contracts. An Ernst and Ernst report^^of a study of special educa- 
tion programs in Illinois suggested that depreciation be recorded 
on a memorandum basis .separate from the general fund accounting} 
but that wh'^ calculating and reporting actual program' costs, yearly 

depreciation costs for equipment should be added directly to the 

^ 28 
costs of programs in^ which the' equipment is used. ' Cohn also sug* 

gested that depreciation charges be added to current educational 

( 29 
expenditures to reveal the true costs of programs. 

Federal Handbook II •Revised on accounting for state and local . 

school system expenditures suggested that the operating cost or the 

•total cost, including direct costs, indirect costs and the use 

cost of buildings and' equipment for all programs or activities, be . 

maj^ntained, not in the regular accounts, but in meoorandum^ccount* 

30 • 
log* Membrandum accounting is a method by which auxiliary costs 

are accounted for, not in the general fund ledger accounts,, but 

in separate records which shW, for example, replacement value of 

buildings, yearly 'depreciation charges for fixed assets and purr 

chase price. This procedure can provide a method by which the cost 

of using buildings and equipment may be allocated, to the operation 

of the local districts' 'activities, and programs. The Handbook 

suggests that if depreciation costs are to be calculated, a.achedule 

' should be established fox depreciating each building and each piece 

. or similar pieces of equipment. The Handbook's reconoendUjfeipn is 

'16 
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that school districts use a stralght-llne basis of depreciation 

over the expected ll£e of a fixed asset. There are additional 

suggestions regarding the calculation of new costs associated with 

equipment exchange, a formula for extending the life of equipment 

due to improvements and a sample form that can be used for recording 

31 

capital assets and depreciation schedules. 

Following is an enumeration of the possible e^fects< and con- 
sequences of using tlve depreciation schedule approach for determln- 
in^ equipment costs of lo^al programs: 

1- If depreciation schedules are established, according 
to £^igld business and accounting standards > it 
will require that extensive local records be. kept 
on each piece or similar pieces of equipment, includ- 
ing: 

a. Estimated life In years and years remaining 
b* Original cost - " ' 

c. Depreciation for previous years 

d. Balance of remaining depreciation 

e. Depreciation charges for cur^fixt year. 

2. The time and expense necessary for lodjal districts to 
keep adequate depreciation schedules snould be com- 
pared to the benefits that accrue to loba/L districts 
from the state ptogram ^that ref^ires such records. 
Again, the results of a cost-benefit study would be 
helpful in answering this question. 

3. Amortizing fixed assets or efluipment cos ta over several 
years does not reduce the costs but spreads th^costs 
attributable to a program more evenly and accuwfcely 
over the useful life of the equipment. The valwof 

• ' * depreciation schedules is in avoiding the vacillation ' 
in program costs (assuming equipment^ costs are allocated 
directly to programs on a yearly basis) assigned to 
hi^ or low. capital expenditure years (e>g. , in years 
when initial, equipment costs of new programs are high). 
It is necessary t:o use depreciation schedules to set 
more accurately the prices of programs and services 
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rendered and the cost differentials assigned to ^ ^ 
these programs. * ^ 

The establishment o£ equipment <iepreciation schedules 
and cost differentials implies spreading state support 
of local progams and equipment expendituVes over several^ 
years rather than supporting a one-time Expenditure. 
, School districts must pay for equipment v}^<en purchased, 
\fina.nce through a lease-purchase iarrangem^nt, pay 
rental' charges or borrow money to purchasA equipment « 
The use of depreciation schedules with cost indices 
doe? not' provide local districts with the necessary 
cash to make new program purchases the year money is 
needed^ An alternative arrangement would be tt establish 
a local reserve fund In which state funds would acctimulate 
to finance equipment purchases as needed. Thii^ approach 
would imply the following: 

a. Special state legislation to%stablish a reserve 
fund and to assure that the fund is protected and' 
earmarked for equipment purchases. 

b. A determination of the amount to be set aside in 



the reserve fund 



c. 



d. 



If the reserve fund were ^tablisbed through a , 
separate state funding program, it would not be 
necessary to calculate equwment depreciation 
costs as a part of cost differentials. 

The decreased purchasing value of , the reserve fund 
due to inflation over time wpuld have to be taken 
into consideration. ' 



If the State prefers to avoid .extensive local record keep- 
ing with respect* to equipment depreciation schedules and 
apportionment of expenditures, yet retain the concept of 
depreciating equipment ^psts, then It must establish 
the necessary equipment, depreciation schedule standards 
for each program. This implies tqe existence of the 
following: 

a. Standard depreciation schedules for each piece or 
similar pieces of equipment. 

h. State approved equipment ^p^rcfhases by program. 

. j > 

c. Life expectancy and usefulyear standards for 
each pieced or similar pieces of equipment* 

d. Provisions for altering the depreciation schedule 
because of excessive use. or unplanned obsolescence. 

' ■ 1/8 
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Such a systea would not nrequlre setting standard costs. 
Prices of equipment and Sjilvage value may ^ not be 
determinable because of the effects of Inflation and 
regional price variations. Ooce the purchase has been 
made and the price known, the depreciation schedule 
would be operatlonallzed. . 

The rate at which assets wear out and the amount of decline 
In value that occurs In any one period Is debatable, even 
In Industry. However, since school districts, unlike the 
private sector, are neither accounting for profits and 
losses nor filing Income tax reports, the atralght-llne 
method of depreciation, ^Ich spreads the cost df equip- 
ment over its useful lif)&, is the simplest and most 
adequate method of depreciating equipment costs. The r\ 
formula for annual depreciation charges using the straighty/ v 
line-method is; ^ ) 



Initial Salvage 
Cost • minus Cost 
Annual Depreciation - Estimated 

Useful 
L^e 

The depreciation scheduLer^pproach implies the use of 
current prices and cos ta^ of equipment and the frequent 
adjustment of cost d iff eWotlals related to flucljiating 
annual costs and prices; otherwise, cost differentials 
do not reflect current priclQg/t^atterns , and some- pro- 
grams may have underestimated cost differentials due 
to the inflation factol:. ^ . 

. • ^ ^ ' , 

Depreciation schedules areNwt maintained In a govern- 
mental unit's general fund account for the .cul^ent 
operation of the school systemX Annual depreciation 
charges are not recorded as an expenditure but as a 
program cost in the form of memorandum accounting. If 
depreciation costs are^ reported as a c^xrrent expenditure, 
the result is a form of double counting of equipment 
purchase expenditures (capital outlay accounts) and'*'* * 
annuA depreciation costs. 



-^1 



ith either the yearly charge system or depreciation 
schedule system, school districts must account for 
leased, rented, purchased, donated or, surplus equip- 
ment. It is important to note that accounting for ^ 
rented, leased, and purchased, equipment varies from 
district to. district. In certain instances rented or 
leased equipo^ent is treated as a current operating 
expense, whereas, purchased^ equipment is treated as 
capital outlay and is not usually counted a« a cur<» 
rent operating expense. If cost differentials are. 
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based only on current operating expenses, then It 
weights heavily on the^ide of programs where dis- 
' > tricts rent or lease ^disproportionately large 
share of equipment. M school districts know they 
can inflate tfhe cost differential by renting or 
leasing equipment as opp&s^ to purchasing equipment, 
' they may opt for the former. , ► 

T 

10. ' Procedures must exist for treating districts which 
receive other sources of support for equipaent. 
Other monetary' support of equipment must be deducted 
from the state subvention so the state is 'not pay- 
ing twice for the same equipment. Also, the price 
of equipment purchased from surplus needs to be known 
so the state is not reimbursing a district for a cost 
it did not incilr. 

\11. If the depreciation approach is used, consideration 
ne^ds to be given to the'prlot effort of local dis- 
tricts whiCh already have established programs. Dis- 
tricts should not be penalized for theit efforts in 
previous years to Institute programs \^ich required 
>. high tax burdens. ' ' 

Conclusions and Recommendations 

»• * 

Conclusions and recommendations emanating f-rom this paper should 
be tempered with the reality that they are not based .on an emplricaj 
investigation but the product of an analysis of existing literature 
and the writer's judgments, regarding a problem and its alternative 

' » • ' * * 

solutions. Ongoing or 'future research may prove these judgments to. 
be incorrect. If such is the case, the writer will accede to. -the 
prevalent wisdom of 'empirical research. , 

The reasons «£or non-support and the arguments 'favoring stat^ 
support of c4pital 'outlay were discussed. Perhaps this is the 
least difficult choice to make, as ttiere appears to be some agreement 
and ju»tific>ti6n for the inclusion of capital outlay provisions in 
state programs based on legal, ' fi-nanciai ao^ifequity t>rinclp;es. 
The magnitude of the "support for local capital outlay expenditures 
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^ ' / ^ 

(including e<|uipment)^i8 something each state oust decide Xt would, 
appear, however, difficult to meet the legal tes^s and satisfy equity 

prioeiples with much less'than full state fusing or some form of 

V ' . ' _ 

{percentage equalizing or power equalizing type of grant/ 

* The paper then proceeded to a discussion of the alternatives 
a^basing stat^ s upp ort on approved local programs or allowing an * 
open-ended program approach at the local- level. The consequences 
and benefits of these approaches are less lucid than other choices* 
Balance between the two approaches would seem to be a desirable 
objective. Complete state control a^d dictation of Jocal program 
standards is assuming the state has full knowledge regarding local 



program needs and modes of operation. ^ State financing of open«^ended 
lo^al programs likely would ^invite more duplication of services and 
inefficient programs than might be tolerable. At the risk of ^reat- 
ing more state agencies ,"tt i s suggested, that a limited number o| 
standards, must be ^stablished and approved i)y^ combination of local 
and state officials, the less s£ate administrative costs and cbn^ 
sumption of local off iciiils' time In operationalizlng a funding pro- 
gram, while concurrently setting and maintaining a reasonable set 
of program standards, the better; 

Resolving the pro.blem of whether 'to base state support of 
equipment expenditures on one-time charge^ or yearly depreciation . 
charges is even more difficult. The arguments against forcing 
local districts to record, calculate and account for depreciation . 



of equipment would seem to be paramount; " However, th^ ^necesdity of 

m 

^ • J 

accurately 'costing programs and teporting overhead charges would 
^seem to necessitate th^ eiCabllshment of some form of depreciation 



schedule* From the' perspective' of the local school district, one 



must look at the benefits that will accrue as a result of any state 
sppport system. It is this writer's opinion and X thituc a percep- 
tion that most local authorities have, that the. benefits derived 
from a state ptogram which requires local accounting of depreciatio 

charges will not be as great as the costs and time involved. 

i 

The Alternatives - Rank Ordered 

V 

1. The full or neairXy. full state funding of state approved 
equipment ^expenditures is supported in this, paper. ^The 

. r^^om distribution of new programs and initial equip- 
me^ costs over the years should not cause the total 
state dollars necessary to support this program to vary 
substant:ially from' year to year, except for inflation, 
unplanned obsolescence, or new technology* The state 
financing of local equipment. expenditures as needed 
and jipproved by the state would seem to solve the local 
finance problem of high equipment co^t years and meet , 
local vocational progratii need^'at the same^ time. Statue ^ 
administrative structures and coasts should be no more 
prohibitive than any. of thet other alternatives sug« 
gested, except for a completely open*ended system of 
local program establishment.^ The Maryland experience 
should provide states with ilt^/least one model of how 
this program w^ld jDperate*^^"^ ' ^ 

2. Assuming a separate state program of funding local 
capital outlay and equipment costs is not preferred 
nor politically or economically feasible, then ^he 
second ranked alteij^tive i^ a separate s^tate program 
based on state established depreciation schedules for 

^ ^equipment. This approach would charge equipment 
depreciation costs against specific programs or . 
categories of Vocational programs based on statewide 
studies of vocational programs. Research u^d as a 
basis of establishing cost differentials for equipment 
should be conprehensive statewide analyses of pro- 
grams and longitudinal records of equipment costs, 
purchases, and life expectancies. The rationale for ^ 
a separate cost clifferential or cost index for 
equipment is based on the necessity of establishing a 
separate local fund, supported by state and' local dolr - 
lars and used exclusi^vely for approved equipme.nt 
expenditures. If the state does not jsjupport singlet* 
year expenditures for equipment^ then It: imist allow 

■ . • zi ... 
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state aid dollars for capital o&tlay to accumulate 
and be used as needed, otherwise, oie local district 
may have a fluctuating local tax burden^ associated 
with the fluctuation in equipment expenditute^/ 

' 3. The third alternative is only a slight .variation from, 
the preceding proposal. The same research procedures 
would be used tq establish equipment cost < differentials, 
' ' but instead of creating a^aeparate aid program, the 

cost differentials for equipment or vo<;ational programis^ 
would be included in the general state support program 
and treated like all other lotal programs* State dollars 
for the support of equipment would be lost in the mix of 
general state Support dollars 'and Vocal districts would 
not be required to establish a separate reserve fund 
used exclusively for equipment purchases. 

'4. The* fourth alternative suggested for aiding local equip* 
ment expenditures is one thajL waS' argued against earlier;* 
the establishment of local depreciation schedules based 
on state ^idel£iies. The state could either finance 
^ yearly depreciation charges through separate program- , 
' ming or iiocorporate the depreciation charges into the 
cost differentials of general support 'programs. 
^. , ■ , ' - 

The.iranking of these alternatives is open to debate among 
school finance 'scholars, there are obviously permutations of the 
above which were not discussed in detail, but it is believed the 
major alternatives were presented. One of -the primary purposes 
of state support programs is the identification of variable pro- 
gram and student needs at the local level and then assuring, 

through some foi^ of state subvention, that these needs £re met, 

J 

without causing high tax burdens that result froj^ local wealth 
disparities. The alternative supported in this paper of a 
separate state program for the full failing of approved equip- 
ment expenditures would^seem to meet the above criteria. The 
use of cost differentials and spreading state reimbursement for 

, . . - 4. 

equipment costs over several years will meet local needs, but not^ 
as well. Still, with the. known problems of cost 4if fjerentials; 
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their usfe is touch preferred and obviously an advantage over a 

■■. f * 

total disregard o£ differential needs an^ costs of local programs. 
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